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Congress Returns to the Challenge 
of Fiscal Responsibility 


Washington Staff Report 


Mec HAS BEEN SAID and written in recent months—and much more will be heard in the 
weeks ahead as the Congress returns in August to complete its chores—on the issue of 
fiscal responsibility and the threat to the prospective $4.2 billion fiscal 1961 budget surplus. 


When the Congress recessed for the national polit- 
ical conventions, a number of major issues were left 
unresolved. Even four of the regular fiscal 1961 ap- 
propriation measures—involving almost $13 billion 
in budget requests—remain to be finally approved. 
Thus it is too early for the kind of analysis of the 
budgetary actions of the Congress which usually fol- 
lows the completion of a Congressional session, or 


of the Budget and other official sources. It attempts, 
without forecast or prediction as to the final result, to 
review these actions and possible actions in order to 
highlight their potential fiscal effects. 


At this point a note of caution is indicated. Actual 
expenditures for fiscal 1961, as totaled at the end of 
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for any firm forecast of the 
effects of those actions on the 
budgets of either the current 
or future fiscal years. 


It is possible, however, to 
take note of certain things on 
which Congress has already 
acted, or has indicated defi- 
nitely its decision, as well as 
to speculate in broad terms, 
on some of the possibilities 
which exist with respect to 
action on other legislation in 
the major areas of contro- 
versy, and thus to indicate 
what could be the effects of 
such actions, both as to the 
current and future budgets. 


This analysis is based largely 
but not entirely upon figures 
and estimates from the Bureau 


This Issue In Brief 


When Congress returns to complete 1ts 
work, much will be heard on the issue of 
fiscal responsibility and the threat to the 
prospective $4.2 billion fiscal 1961 budget 
surplus. 


This Review notes the items on which 
Congress has already acted and speculates 
in broad terms on some of the possibilities 
on other legislation in major controversial 
areas still to be taken up. 


Potentially, it finds that if Congress, on 
top of actions already taken or indicated, 
approves new spending or revenue reduc- 
ing proposals now under consideration, 
the impact on the 1961 budget might be 
as much as $3.5 billion and as much as 
$22 billion on future Federal budgets. 





that year, may differ substan- 
tially from the present outlook 
because of several factors, in- 
cluding (1) Federal budget 
estimates under present pro- 
cedures are made so far in 
advance, (2) administrative 
and other actions may be taken 
to affect the timing or rate of 
Federal spending, and (3) 
revenues and certain expendi- 
tures are susceptible to eco- 
nomic fluctuations. 


Table I on the following 
page identifies the major items 
on which Congress has acted, 
or may still act, which could 
affect prospects for achieving 
the Administration’s proposed 
surplus, and also the size and 
scope of future budgets. Part 
I of this table includes items 
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which have already been enacted, or upon which the 
Congress has definitely indicated its course of action 
—or inaction. Part II covers items on which action 
appears most imminent when Congress returns to 
work in August. Part III lists certain other major pro- 
posals which have received broad support, and all but 
one of which have passed either the House or Senate. 


THREATS TO THE FISCAL 1961 BUDGET SURPLUS 
AND FUTURE BUDGETS 


(In millions) 
Total or 


1. Actions Already Taken or Indicated 1961 5-yr. effect 
Expenditure increases: 
Federal employees pay increase ........... $ 746 $ 3,730 
Veterans direct loans 00... 90 298 
Failure to transfer forest and public 
land highways to highway trust fund 39 183 
Failure to approve postal rate increases. 554 2,770 
ee ea 1,429 6,981 
Failure to adopt revenue proposals: 
TORE a SAE 89 521 
Failure to repeal diversion of automotive 
excise taxes to highway trust fund .... 0 2,568 
ERA 89 3,089 
Total—Actions Taken or Indicated .................. 1,518 10,070 


il. Imminent Major Unbudgeted Expenditure Increases 


Housing Act of 1960 (S. 3670) ................ 1 488 
Federal Aid to Education (H.R. 10128)... 325 1,154 


Medical Care for Aged (H.R. 12580) ....... 24 516 
Appropriation increases above budget... 200 1,000 
Total—Imminent Expenditure Increases ........ 550 3,158 


iil. Other Possible Actions on Major Proposals 
Expenditure increases: 


Br cc cases 703 837 
Youth Conservation Corps (S. 812) ........ 125 1,590 
Peacetime ex-servicemen’s benefits 
I edi oan scenes paccnce 198 1,826 
Mass Transportation Act of 1960(S.3278) 27 102 
Educational television grants (S. 12) ...... 10 50 
Proposed additiona: defense 
I iii scsi cesciiniccs Sosnisee, — 2,500 
ei pith cadieee dhortn-cSsovers 1,063 6,905 


Unbudgeted revenue reductions: 
Voluntary self-employed pension (H.R. 10) 365 1,825 


Total—Other Possible Actions ....................... 1,428 8,730 
NE II oe aes $3,496 $21,958 


The major action already taken by the Congress 
which will increase Federal spending in fiscal 1961 
as well as future years was the enactment over a 
Presidential veto of legislation (Public Law 86-568 ) 
providing a salary increase for Federal classified and 
postal employees. The annual cost of the pay in- 
crease, for which no provision was made in the fiscal 
1961 budget, is estimated at just under $750 million. 
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Also enacted, with Presidential approval despite 
earlier objections, was legislation (Public Law 86- 
665) extending the veterans’ direct loan program 
and providing $150 million for each of the fiscal years 
1961 and 1962. 


In addition, Congressional sources have made it 
quite clear that no consideration will be given to the 
Administration request for increases in postal rates, 
designed to wipe out most of the postal deficit. Since 
the fiscal 1961 budget computations assumed these 
increases in postal charges, the failure of Congress 
to act will require an increased expenditure to cover 
the postal costs over and above postal revenues. It 
is also apparent that the Congress will not consider 
the budget requests for increased aviation fuel taxes, 
and for repeal of its previous action diverting certain 
receipts from automotive excise taxes from the gen- 
eral fund to the highway trust fund. 


These actions or decisions, it is now estimated, will 
result in an increase in Federal expenditures, or a 
reduction of revenues, of $1.5 billion in fiscal 1961, as 
compared with the estimates included in the January 
budget document. This seems certain to affect, to 
some substantial degree, the prospects for achieving 
the full $4.2 billion budget surplus contemplated 
under the fiscal 1961 budget as it was submitted to 
Congress. 


It is also estimated that these actions—unless some 
offsetting developments occur in the future—will rep- 
resent a “charge against” Federa! budgets over the 
next five years totaling more than $10 billion. 


Imminent Expenditure Increases 


The items included under this heading, listed in 
Part II of the tabulation, include the principal legis- 
lative proposals which seem certain to be pushed dur- 
ing the August session, and certain also to prove 
among the most controversial of the issues to be 
faced in that session. All of these measures have been 
passed by either the House or Senate. 


In total, it is estimated that these proposals, if 
enacted into law, would authorize Federal expendi- 
tures totaling $550 million above the budget requests 
for fiscal 1961. Longer range, their enactment would 
mean the authorization of about $3.2 billion in added 
Federal spending over the next five years. 


The omnibus Housing Act of 1960 (S. 3670), as 
passed by the Senate, would result in very little in- 
crease in expenditures in fiscal 1961; over the full 
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period covered by the legislation, estimated expendi- 
tures would exceed Administration recommenda- 
tions by some $488 million. 


The House-passed Federal aid for school construc- 
tion bill would authorize $325 million in Federal 
grants for fiscal 1961, and for each of the next three 
fiscal years over the four-year period it is estimated 
the authorized expenditures would exceed by almost 
$1.2 billion the Administration’s comparatively mod- 
erate school building aid proposal as contemplated 
in the budget, which would require only a very slight 
expenditure in fiscal 1961. 


In this connection, it should perhaps be noted that 
the figures used for this item are based upon the 
assumption that any “compromise” school aid plan 
agreed upon would, as repeatedly reported, be lim- 
ited to school construction and be based upon the 
House-approved amount. However, the Senate-passed 
bill (S. 8), which includes authorization of the use 
of Federal funds for teachers’ salaries, would involve 
greater Federal commitments—a total of $1.7 billion 
—though it covers only a two-year period. 


The issue of medical aid for the aged may be the 
most controversial issue facing the returning Congress. 
The cost estimates used in the accompanying tabula- 
tion are based upon the medical care provisions of 
the House-approved bill (H.R. 12580) to amend the 
Social Security Act. There is strong sentiment in the 
Senate for a much more expansive, and expensive, pro- 
gram of aged medical care, so that these figures may 
prove to be conservative. No amount was included in 
the January budget document for medical care, though 
the Administration has since proposed a voluntary 
Federal-State program in this area, under which the 
expenditure would also exceed that required under 
the House-approved plan. 


It is exceedingly difficult, at this point, to estimate 
accurately what will be the expenditure result of 
Congressional actions on the fiscal 1961 appropria- 
tion bills. It is estimated here that spending in the 
current year may be increased by at least $200 million, 
and by as much as $1 billion over the next few years, 
though this estimate is subject to revision. 


The estimated increase of $200 million in fiscal 
1961 expenditures, beyond what is contemplated in 
the budget estimates, is based upon a preliminary 
analysis indicating that a substantial portion of the 
reductions claimed in certain of the appropriation bills 
are questionable. Some of these reductions are “paper 
cuts,” which will have little or no effect upon actual 


fiscal 1961 spending. The prospective reduction—the 
size as yet not finally determined—in foreign aid 
appropriations is an example. The huge carryovers 
from prior appropriations assures a continued high 
level of foreign aid spending in the current year. Other 
apparent “reductions” may have to be restored in 
“supplemental” appropriation measures in the 1961 
session of Congress. 


On the other hand, it would appear that increases 
in appropriations, which Congress apparently will 
approve, will result in some increase in spending in 
the current 1961 fiscal year. A prime example would 
be the increased funds, above budget requests, almost 
certain to be provided by Congress for health pro- 
grams under the Department of Health, Education, 
and Welfare. No attempt is made to estimate the ex- 
penditure results from the increases already made— 
and substantial further increases proposed by Senator 
Kennedy (D-Mass.) and others (discussed below)— 
in appropriations for defense programs. 


Other Possible Actions 


Part III of the tabulation details certain other items 
which would result in spending beyond the budget, or 
in reductions in revenue, which while less imminent 
perhaps than those just discussed, have substantial 
support and may be advanced in the maneuvering over 
issues in the unusual August post-convention session 
of the Congress. 


In total, these items would represent, it is estimated, 
$1.4 billion in additional charges against the fiscal 
1961 budget. Longer-range, it is estimated they would 
increase expenditures or reduce revenues by a com- 
bined total of $8.7 billion over a five-year period. 


The revenue loss referred to would result from the 
enactment of the House-approved bill (H.R. 10) to 
permit special tax deductions for voluntary pension 
plans for the self-employed. As passed by the House, 
it is estimated the annual revenue loss would be $365 
million. The measure has not yet been acted upon in 
the Senate, and the Treasury has proposed certain 
changes, which would, if adopted, lessen the revenue 
losses. 


The principal expenditure item in this list, affecting 
the fiscal 1961 picture, would be the enactment of the 
so-called “Emergency Home Ownership Act,” already 
passed by the House (H.R. 10213). This unrequested 
mortgage purchase program would, if enacted, in- 
crease fiscal 1961 spending, above the budget, by an 
estimated $703 million. Other proposals, like those 


27 





TAX REVIEW, JULY 1960 





to create a Youth Conservation Corps (S. 812), to 
provide “readjustment” benefits to peacetime veterans 
of the armed forces (S. 1138), and to authorize edu- 
cational television grants to the states (S. 12), would 
have a somewhat lesser effect upon fiscal 1961 spend- 
ing, but would institute a substantial “mortgage” upon 
future budgets. 


A new item added to this list is a further increase in 
appropriations for the defense establishment, proposed 
recently by presidential nominee Senator Kennedy 
(D-Mass.) and others. The foreign aid appropriation 
bill, still to be considered in the Senate, may become 
the vehicle for providing these additional unrequested 
defense funds, according to reports. While no attempt 
is made here to estimate the possible effects of such 
action upon fiscal 1961 spending, they would un- 
doubtedly be reflected in future budgets. 


Conclusion 


Thus it can be seen that it is possible, through Con- 
gressional decisions on the matters discussed above, 
that the prospects for achieving the surplus of $4.2 
billion forecast in the fiscal 1961 budget are not good. 
Budget Director Maurice H. Stans has warned re- 
peatedly that the prospective surplus “stands in acute 
jeopardy.” In large measure, the actions and inactions 
of the Congress with respect to the items listed here 
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form the basis for that and similar warnings. 


Even more important perhaps could be the eroding 
effects of these decisions upon efforts to “hold down” 
future Federal budgets to reasonable levels. Many 
have urged a lower level of Federal spending in future 
years. But, as can be seen from the tabulation, the 
total or five-year effect, if all of the actions discussed 
herein were to be taken, could result in a charge 
against future budgets of almost $22 billion. 


These items, in fact, include all of the major legis- 
lative matters over which the “fight to retain the sur- 
plus” and the very fundamental controversy over the 
fiscal responsibility issue will be fought out in the 
post-convention session of the Congress. Citizen inter- 
est in these issues, or the lack thereof, may therefore 
do much to decide both the fate of the prospective sur- 
plus for the current fiscal year and the level of Federal 
spending in the years just ahead. This interest or lack 
of interest will go far toward determining the pros- 
pects for prudent tax reform and reduction, better 
expenditure control and some reduction and improved 
management of the burdensome Federal debt. It will 
also go far toward determining the control of inflation, 
the nature and extent of economic growth, and the 
shift in power from states and cities to the Federal 
government. 

















